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Tenaga Nasional

Growing Clarity on Challenges
Ahead

I~ Stock Rating
Underweight

o Industry View @ Price Target

In-Line RM12.59

Increased clarity on profitability of regulated business and tax
rates points to downside risks to consensus earnings for next
two years. Inorganic growth remains part of management
commentary as key to becoming a top ten global utilitily --
could add further challenges to returns.

Comparison of the results with our/consensus estimates

e Tenaga reported EBITDA and earnings below our and consensus estimates,
due to lower demand, higher tax rate and finance costs. Core profit for
quarter ending May-17 declined 11% YoY, while reported earnings were
lower by 23% due to one-time deferred tax impact.

o Electricity demand growth remained weak at 0.7% YoY in 9M17, as both
commercial and residential demand normalised post the heat wave.
Interestingly, industrial demand rose for 2nd consecutive quarter, but is
still 0.5-1% below its earlier growth rates.

e Regulatory capital spending is averaging ~20% below the approved
budget, and this could add further risks to regulated earnings. Tax rate is
normalising and rose to ~13% (after remaining <10% for past two years).
Management expects tax rate to revert to 20+% by end-2018.

Biggest surprises in the result announcement

e TNB disclosed its regulated business earnings for the first time, as part of
the unbundling exercise. While the earnings were 5-6% below our estimate,
the key takeaways from the disclosure are: 1) Regulated earnings account
for 60% of profits, while regulated asset base accounts for 40% of the
total assets; 2) Generation business has an ROA of ~2-2.5%, one of the
lowest vs. regional peers; 3) a 50bps reduction in regulated WACC (as
regulator assesses TNB's regulated returns) would have potential to drive
~5% decline in consensus earnings next year.

Recommended investment/stock action

e Maintain UW on Tenaga and see risks from the government's lowering its
regulated returns (which it's currently over-earning), increasing risk of
commodity cost inflation and challenges to capital allocation. (Details
here). Prefer MERALCO and EGCO.
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Stock Rating Underweight
Industry View In-Line
Price target RM12.59
Up/downside to price target (%) (12)
Shr price, close (Jul 27,2017) RM14.24
52-Week Range RM14.90-13.00
Sh out, dil, curr (mn) 5,644
Mkt cap, curr (mn) RM80,365
EV, curr (mn) RM100,738
Avg daily trading value (mn) RM142.43
Fiscal Year Ending 08/16 08/17e 08/18e 08/19e
ModelWare EPS (RM) 1.36 1.23 1.16 1.14
Prior ModelWare EPS - - -
(RM)

Consensus EPS (RM)§ 1.30 1.33 1.31 1.34
Revenue, net (RM mn) 44,491 42967 43516 44,801

EBITDA (RM mn) 14149 14,665 14,859 15,100
ModelWare netinc(RM 7,700 6961 6,529 6,453
mn)

P/E 10.8 11.5 12.3 12.5
P/BV 1.6 1.4 1.4 1.3
FCF yld ratio (%) (0.2) (0.1) 5.2 6.0
ROE (%) 163 133 117 109
EV/EBITDA 7.3 6.9 6.7 6.5
Div yld (%) 2.1 42 45 45
Leverage (EOP) (%) 78.9 741 68.3 62.2

Unless otherwise noted, all metrics are based on Morgan Stanley ModelWare
framework

§ = Consensus data is provided by Thomson Reuters Estimates

e = Morgan Stanley Research estimates

Morgan Stanley does and seeks to do business with
companies covered in Morgan Stanley Research. As a
result, investors should be aware that the firm may have a
conflict of interest that could affect the objectivity of
Morgan Stanley Research. Investors should consider
Morgan Stanley Research as only a single factor in making
their investment decision.

For analyst certification and other important disclosures,
refer to the Disclosure Section, located at the end of this
report.

+= Analysts employed by non-U.S. affiliates are not registered with
FINRA, may not be associated persons of the member and may not
be subject to NASD/NYSE restrictions on communications with a
subject company, public appearances and trading securities held by
a research analyst account.
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F3Q17 in Charts

UPDATE
Exhibit 1: TNB: 3Q17 profit missed, due to higher fuel and financing costs
Income Statement (RM mn) F3Q17 F3Q16 % YoY F2Q17 % QoQ
Net Revenue 12,549 12,129 3% 11,162 12%
Operating Expenses 8,455 8,102 4% 7,833 8%
Total IPP Purchases/Costs 3,637 3,085 18% 3,445 6%
Fuel Costs 2,525 2,312 9% 2,278 11%
Repair & Maintenance 546 509 7% 462 18%
Staff Costs 948 969 -2% 806 18%
TNB General Expenses 378 965 -61% 590 -36%
Subs Gen Exp, COS + Provisions 423 262 61% 252 68%
EBITDA 4,094 4,027 2% 3,329 23%
Depreciation & Amortisation 1,582 1,468 8% 1,508 5%
EBIT 2,512 2,559 -2% 1,821 38%
FX transaction gain/(loss) 21 30 -32% 7 185%
FX translation gain/(loss) 6 (40) NM 29 -79%
Other Operating Income 202 188 7% 158 28%
Finance income 5 29 -84% 7 -37%
Finance costs (489) (260) 88% (391) 25%
Share of results of associates (11) 19 NM 62 NM
Pre-tax profit 2,251 2,532 1% 1,700 32%
Tax 486 225 116% 259 87%
Profit after tax 1,765 2,307 -24% 1,440 23%
Minority interest (14) 2 NM (42) NM
Profit attributable to shareholders 1,778 2,309 -23% 1,482 20%
Core Profit 2,057 2,318 -11% 1,451 42%

Source: Company data, Morgan Stanley Research
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Exhibit 2: F3Q17 overall electricity demand fell 2.4% as demand for Exhibit 3: TNB: Operating cost (ex-fuel) dropped 15% YoY but rose 9%
Residential fell due to El Nino in previous year and as commercial QoQ
demand declined Rmmn
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Exhibit 4: TNB: Generation market share averaged 54.5% for past Exhibit 5: TNB: T&D capex down by 53% YoY but ROA still down by
three quarters, as gas-based TNB generation increased 2ppt YoY
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Source: Company data, Morgan Stanley Research
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Valuation Methodology and Risks

TENA.KL
Our price target of RM12.59 is our base case scenario value. We use a DCF approach,

based on a financial model that factors in assumptions for Tenaga's core power supply
business and other electricity-related investments. We calculate DCF value by using a
10-year unleveraged FCF model, and we consider terminal value for the business after
2025. In deriving our terminal value, we capitalize our terminal-year FCF projection by
our WACC and incorporate 1.0% perpetual growth. We assume a 9.3% WACC and
assume full fuel cost pass-through in power tariffs, implying automatic pass-through of
any gas-cost fluctuations.

Upside risks to achieving price target: Increase in regulatory WACC for its
distribution/transmission business; higher demand growth amid stronger GDP.

MER.PS
Our price target for Meralco is 352 PHP/share. We value Meralco using DCF, considering

its 11-year remaining concession life (with a franchise up to 2028) for the distribution
business and 30-year concession life for the coal-fired generation capacity under
construction. Also, with the delay in regulatory approvals until 2H18, we believe using
specific-year earnings could lead to overestimating core value. We calculate the DCF
value by using a 10-year unlevered FCF model, with a terminal value for the business
after 2025. In deriving our terminal value, we capitalize our terminal-year FCF projection
by our WACC and incorporate 3.0% perpetual growth. We assume a 7.7% WACC.

Risks to Achieving Price Target

e Potential sale by parent company to fund growth capex. However, the companies
have not made any suggestions to this effect.

e Higher-than-provisioned litigation costs

EGCO.BK
Our price target of Bt245 is our base case scenario value, derived from a DCF

methodology, which we use to capture the long-term gestation life of its generation
capacity. We use a risk-free rate of 3.3%, i.e,, five-year average of Thailand's 10-year bond
yield. We use a long-term debt/equity ratio of 0.8x to highlight EGCO's ambitious growth
strategy in a world of low interest rates. We apply a beta of 0.63x, leading us to a cost
of equity of 8.3% and cost of debt of 4.8%. We arrive at a WACC of 6.7%. We assume a
2% long-term growth rate (in line with Thailand's 10-year average electricity growth).

Key Downside Risks to Achieving Price Target

= Higher interest rates and new acquisitions could lead to lower DPS.
= Higher Thailand 10-year bond yields

= Delays in execution of new capacity ramp-ups
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Disclosure Section

The information and opinions in Morgan Stanley Research were prepared or are disseminated by Morgan Stanley Asia Limited (which accepts the
responsibility for its contents) and/or Morgan Stanley Asia (Singapore) Pte. (Registration number 1992062982) and/or Morgan Stanley Asia (Singapore)
Securities Pte Ltd (Registration number 200008434H), regulated by the Monetary Authority of Singapore (which accepts legal responsibility for its contents
and should be contacted with respect to any matters arising from, or in connection with, Morgan Stanley Research), and/or Morgan Stanley Taiwan Limited
and/or Morgan Stanley & Co Intemational plc, Seoul Branch, and/or Morgan Stanley Australia Limited (A.B.N. 67 003 734 576, holder of Australian financial
senices license No. 233742, which accepts responsibility for its contents), and/or Morgan Stanley Wealth Management Australia Pty Ltd (A.B.N. 19 009 145
555, holder of Australian financial senices license No. 240813, which accepts responsibility for its contents), and/or Morgan Stanley India Company Private
Limited, regulated by the Securities and Exchange Board of India (“SEBI”) and holder of licenses as a Research Analyst (SEBI Registration No.
INH000001105); Stock Broker (BSE Registration No. INB011054237 and NSE Registration No. INB/INF231054231), Merchant Banker (SEBI Registration No.
INM000011203), and depository participant with National Securities Depository Limited (SEBI Registration No. IN-DP-NSDL-372-2014) which accepts the
responsibility for its contents and should be contacted with respect to any matters arising from, or in connection with, Morgan Stanley Research, and/or PT.
Morgan Stanley Sekuritas Indonesia and their affiliates (collectively, "Morgan Stanley").

For important disclosures, stock price charts and equity rating histories regarding companies that are the subject of this report, please see the Morgan
Stanley Research Disclosure Website at www.morganstanley.com/researchdisclosures, or contact your investment representative or Morgan Stanley
Research at 1585 Broadway, (Attention: Research Management), New York, NY, 10036 USA.

For valuation methodology and risks associated with any recommendation, rating or price target referenced in this research report, please contact the Client
Support Team as follows: US/Canada +1 800 303-2495; Hong Kong +852 2848-5999; Latin America +1 718 754-5444 (U.S.); London +44 (0)20-7425-8169;
Singapore +65 6834-6860; Sydney +61 (0)2-9770-1505; Tokyo +81 (0)3-6836-9000. Alternatively you may contact your investment representative or Morgan
Stanley Research at 1585 Broadway, (Attention: Research Management), New York, NY 10036 USA.

Analyst Certification

The following analysts hereby certify that their views about the companies and their securities discussed in this report are accurately expressed and that they
have not received and will not receive direct or indirect compensation in exchange for expressing specific recommendations or views in this report: Mayank
Maheshwari.

Unless otherwise stated, the individuals listed on the cover page of this report are research analysts.

Global Research Conflict Management Policy

Morgan Stanley Research has been published in accordance with our conflict management policy, which is available at
www.morganstanley.com/institutional/research/conflictpolicies.

Important US Regulatory Disclosures on Subject Companies

In the next 3 months, Morgan Stanley expects to receive or intends to seek compensation for investment banking senices from Aboitiz Power Corporation,
Electricity Generating Public Company, Energy Development Corporation, Malakoff Corporation Berhad, Manila Electric Company, Perusahaan Gas Negara,
Ratchaburi Electricity, Tenaga Nasional.

Within the last 12 months, Morgan Stanley has provided or is providing investment banking senices to, or has an investment banking client relationship with,
the following company: Aboitiz Power Corporation, Electricity Generating Public Company, Energy Development Corporation, Malakoff Corporation Berhad,
Manila Electric Company, Perusahaan Gas Negara, Ratchaburi Electricity, Tenaga Nasional.

The equity research analysts or strategists principally responsible for the preparation of Morgan Stanley Research hawe received compensation based upon
various factors, including quality of research, investor client feedback, stock picking, competitive factors, firm revenues and owerall investment banking
revenues. Equity Research analysts' or strategists' compensation is not linked to investment banking or capital markets transactions performed by Morgan
Stanley or the profitability or revenues of particular trading desks.

Morgan Stanley and its affiliates do business that relates to companies/instruments covered in Morgan Stanley Research, including market making, providing
liquidity, fund management, commercial banking, extension of credit, investment senices and investment banking. Morgan Stanley sells to and buys from
customers the securities/instruments of companies covered in Morgan Stanley Research on a principal basis. Morgan Stanley may have a position in the debt
of the Company or instruments discussed in this report. Morgan Stanley trades or may trade as principal in the debt securities (or in related derivatives) that
are the subject of the debt research report.

Certain disclosures listed abowe are also for compliance with applicable regulations in non-US jurisdictions.

STOCK RATINGS

Morgan Stanley uses a relative rating system using terms such as Overweight, Equal-weight, Not-Rated or Underweight (see definitions below). Morgan
Stanley does not assign ratings of Buy, Hold or Sell to the stocks we cover. Overweight, Equal-weight, Not-Rated and Underweight are not the equivalent of
buy, hold and sell. Investors should carefully read the definitions of all ratings used in Morgan Stanley Research. In addition, since Morgan Stanley Research
contains more complete information conceming the analyst's views, investors should carefully read Morgan Stanley Research, in its entirety, and not infer the
contents from the rating alone. In any case, ratings (or research) should not be used or relied upon as investment advice. An investor's decision to buy or sell a
stock should depend on individual circumstances (such as the investor's existing holdings) and other considerations.

Global Stock Ratings Distribution

(as of June 30, 2017)

The Stock Ratings described below apply to Morgan Stanley's Fundamental Equity Research and do not apply to Debt Research produced by the Firm.

For disclosure purposes only (in accordance with NASD and NYSE requirements), we include the category headings of Buy, Hold, and Sell alongside our
ratings of Overweight, Equal-weight, Not-Rated and Underweight. Morgan Stanley does not assign ratings of Buy, Hold or Sell to the stocks we cower.
Owerweight, Equal-weight, Not-Rated and Underweight are not the equivalent of buy, hold, and sell but represent recommended relative weightings (see
definitions below). To satisfy regulatory requirements, we comrespond Overweight, our most positive stock rating, with a buy recommendation; we correspond
Equal-weight and Not-Rated to hold and Underweight to sell recommendations, respectively.
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COVERAGE UNIVERSE ~ INVESTMENT BANKING CLIENTS (IBC) OTHER MATERIAL
INVESTMENT SERVICES
CLIENTS (MISC)

STOCK RATING COUNT %OF  COUNT % OF %OF  COUNT % OF

CATEGORY TOTAL TOTALIBC  RATING TOTAL

CATEGORY OTHER

MISC

Overweight/Buy 1147 36% 295 40% 26% 560 37%

Equal-weight/Hold 1402 44% 342 46% 24% 688 45%

Not-Rated/Hold 62 2% 8 1% 13% 10 1%

Underweight/Sell 608 19% 92 12% 15% 255 17%
TOTAL 3,219 737 1513

Data include common stock and ADRs currently assigned ratings. Investment Banking Clients are companies from whom Morgan Stanley received investment
banking compensation in the last 12 months.

Analyst Stock Ratings

Owerweight (O). The stock's total retumn is expected to exceed the average total retum of the analyst's industry (or industry team's) coverage universe, on a
risk-adjusted basis, over the next 12-18 months.

Equal-weight (E). The stock's total retum is expected to be in line with the average total retum of the analyst's industry (or industry team's) coverage universe,
on a risk-adjusted basis, over the next 12-18 months.

Not-Rated (NR). Currently the analyst does not have adequate conviction about the stock’s total retum relative to the average total retum of the analyst's
industry (or industry team's) coverage universe, on a risk-adjusted basis, over the next 12-18 months.

Underweight (U). The stock’s total retum is expected to be below the average total retumn of the analyst's industry (or industry team's) coverage universe, on a
risk-adjusted basis, over the next 12-18 months.

Unless otherwise specified, the time frame for price targets included in Morgan Stanley Research is 12 to 18 months.

Analyst Industry Views

Attractive (A): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be attractive vs. the relevant broad
market benchmark, as indicated below.

In-Line (1): The analyst expects the performance of his or her industry coverage universe ower the next 12-18 months to be in line with the relevant broad market
benchmark, as indicated below.

Cautious (C): The analyst views the performance of his or her industry coverage universe over the next 12-18 months with caution vs. the relevant broad market
benchmark, as indicated below.

Benchmarks for each region are as follows: North America - S&P 500; Latin America - relevant MSCI country index or MSCI Latin America Index; Europe -
MSCI Europe; Japan - TOPIX, Asia - relevant MSCI country index or MSCI sub-regional index or MSCI AC Asia Pacific ex Japan Index.

Stock Price, Price Target and Rating History (See Rating Definitions)
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Electricity Generating Public Company (EGCO.BK) - As of 7/27/17 in THE
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Manila Electric Company ¢MER.PS) - As of 7727717 in PHP
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Important Disclosures for Morgan Stanley Smith Barney LLC Customers

Important disclosures regarding the relationship between the companies that are the subject of Morgan Stanley Research and Morgan Stanley Smith Bamey
LLC or Morgan Stanley or any of their affiliates, are available on the Morgan Stanley Wealth Management disclosure website at
www.morganstanley.com/online/researchdisclosures. For Morgan Stanley specific disclosures, you may refer to
www.morganstanley.com/researchdisclosures.

Each Morgan Stanley Equity Research report is reviewed and approved on behalf of Morgan Stanley Smith Bamey LLC. This review and approval is conducted
by the same person who reviews the Equity Research report on behalf of Morgan Stanley. This could create a conflict of interest.

Other Important Disclosures

Morgan Stanley & Co. Intemational PLC and its affiliates have a significant financial interest in the debt securities of Perusahaan Gas Negara.

Morgan Stanley Research policy is to update research reports as and when the Research Analyst and Research Management deem appropriate, based on
developments with the issuer, the sector, or the market that may have a material impact on the research views or opinions stated therein. In addition, certain
Research publications are intended to be updated on a regular periodic basis (weekly/monthly/quarterly/annual) and will ordinarily be updated with that
frequency, unless the Research Analyst and Research Management determine that a different publication schedule is appropriate based on current conditions.
Morgan Stanley is not acting as a municipal advisor and the opinions or views contained herein are not intended to be, and do not constitute, advice within the
meaning of Section 975 of the Dodd-Frank Wall Street Reform and Consumer Protection Act.

Morgan Stanley produces an equity research product called a "Tactical Idea." Views contained in a "Tactical Idea" on a particular stock may be contrary to the
recommendations or views expressed in research on the same stock. This may be the result of differing time horizons, methodologies, market events, or other
factors. For all research available on a particular stock, please contact your sales representative or go to Matrix at http://www.morganstanley.com/matrix.
Morgan Stanley Research is provided to our clients through our proprietary research portal on Matrix and also distributed electronically by Morgan Stanley to
clients. Certain, but not all, Morgan Stanley Research products are also made available to clients through third-party vendors or redistributed to clients through
altemate electronic means as a convenience. For access to all available Morgan Stanley Research, please contact your sales representative or go to Matrix at
http://www.morganstanley.com/matrix.

Any access and/or use of Morgan Stanley Research is subject to Morgan Stanley's Terms of Use (http://www.morganstanley.com/terms.html). By accessing
and/or using Morgan Stanley Research, you are indicating that you have read and agree to be bound by our Terms of Use
(http://www.morganstanley.com/terms.html). In addition you consent to Morgan Stanley processing your personal data and using cookies in accordance with
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reason, to make an investment decision by relying solely to this information stated here may not bring about outcomes that fit your expectations.

The trademarks and senice marks contained in Morgan Stanley Research are the property of their respective owners. Third-party data providers make no
warranties or representations relating to the accuracy, completeness, or timeliness of the data they provide and shall not hawe liability for any damages relating
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INDUSTRY COVERAGE: ASEAN UTILITIES

COMPANY (TICKER) RATING (AS OF) PRICE" (07/27/2017)

Mayank Maheshwari
AboitizPower Corporation (AP.PS) E (01/10/2017) PP40.00
Electricity Generating Public Company (EGCO.BK) 0O(07/17/2014) Bt222.00
Energy Development Corporation (EDC.PS) 0(01/10/2017) PP5.90
Glow Energy (GLOW.BK) U (11/25/2015) Bt79.50
Malakoff Corporation Berhad (MALAKL) U (06/23/2015) RM1.04
Manila Electric Company (VER.PS) 0(01/10/2017) PP282.80
Perusahaan Gas Negara (PGAS.JK) 0(09/09/2014) Rp2,240
Ratchaburi Electricity (RATCH.BK) U (07/17/2014) Bt54.00
Tenaga Nasional (TENAKL) U (05/02/2016) RM14.24

Stock Ratings are subject to change. Please see latest research for each company.
* Historical prices are not split adjusted.
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